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| Secu FOR REDUCING the record-breaking $80 billion Federal budget, particularly in 
the light of the fiscal dilemma posed by the awesome $12.2 billion deficit predicted for fiscal 
1959, are currently being reappraised. It is, therefore, timely to review and analyze briefly the 


trend of Federal spending in recent years, to 
highlight the areas in which the major expendi- 
ture increases have taken place, and to identify 
some of the principal proposals, emanating 
from official sources, for reducing Federal 
expenditures. 

Any analysis quickly reveals certain very pertinent 


facts. The first is that non-defense expenditures ac- 
count for by far the largest portion of the Federal 
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(1959) fiscal year actually are less, by $351 million, 
than in fiscal 1954; while expenditures for other 
than “protection” are $11.8 billion higher. 


The following table highlights the obvious domi- 
nance, in the upward spending trend, of the totals 
for non-defense programs, particularly for “civil bene- 
fits.” This category, comprised of the five budget 
functional classifications of (1) veterans’ services 


spending increases of recent 
years. For example, of the 
$7.3 billion increase in cur- 
rently estimated fiscal 1959 
expenditures over fiscal 1958, 
less than $2 billion, or only 
about 27 percent, is for major 
national security and inter- 
national affairs programs — 
those classified as “protec- 
tion” by the Budget Bureau. 
Expenditures for ‘“‘general 
government,” “interest,” and 
a contingent allowance, show 
an increase of $419 million 
over last year. The remaining 
$4.9 billion of the increase— 
over 67 percent—is for pro- 
grams classified as “civil ben- 
efits.” 


In fact, expenditures for 
“protection” in the current 


Copyright 1958 by Tax Foundation, Inc., 30 Rockefeller Plaza, New York 20, N. Y. Material may be re-used with proper credit. 


This Issue In Brief 


Faced with an $80 billion budget and 
shadowed by a $12.2 billion Federal def- 
icit, the new Congress will run squarely 
into an old problem: where and how to cut 
Federal spending. 

Many suggestions for reducing spend- 


ing have been made in recent years by 
responsible sources. The President’s “blue- 


print” contained in his last January’s 
budget message, for example, suggested 
where $31 billion might eventually be 
saved annually. 


This Review, in addition to analyzing 
the factors involved in recent spending 
increases, particularly a $10 billion in- 
crease in “civil benefit” costs since fiscal 
1954, brings together from official sources 
various proposals on how Federal spend- 
ing can be cut. 






























and benefits, (2) labor and 
welfare, (3) agriculture, (4) 
natural resources, and (5) 
commerce and housing, shows 
a startling increase of more 
than $10 billion over fiscal 
1954. 


In view of the continuing 
“cold war” and the huge de- 
fense and related expendi- 
tures, the startling increases 
in spending for “civil bene- 
fits” appear to run counter to 
the historical and ‘traditional 
practice that, during periods 
of war or emergency defense 
build-ups, non-defense spend- 
ing should be cut back or 
held down. 


The pattern of expendi- 
ture increases over recent 
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FEDERAL BUDGET EXPENDITURES BY PURPOSE—FISCAL 1954 TO 1959 








(In Millions) 
LL 
1954 1955 1956 1957 1958 1959 Change 

Purpose actual actual actual actual actual est. 1954-1959 
Protection $48,637 $42,808 $42,487 $45,246 $46,306 $48,286 —351 
Civil benefits 11,426 14,123 15,578 15,090 16,540 21,467 +10,041 
General govt. 1,239 1,201 1,629 1,789 1,356 1,667 +428 
Interest 6,470 6,438 6,846 7,308 7,695 7,578 +1,108 
Contingencies 225 +225 
TOTAL 67,772 64,570 66,540 69,433 71,897 79,223 +11,451 





years has particular significance in connection with 
the search for ways in which Federal expenditures 
might be reduced. Theiefore, the balance of this 
document is devoted to a somewhat more specific 
analysis of Federal spending increases by function 
and purpose. For each major functional grouping 
there are also identified some of the major recom- 
mendations made in the “blueprint for future econo- 
mies” presented in the President’s budget message 
of last January, and in the reports of the Hoover 
Commission, the Commission on Intergovernmental 
Relations, the President’s Commission on Veterans’ 
Pensions, and certain Congressional sources, through 
which reductions in Federal spending in those areas 
should be achieved. The Bureau of the Budget has 
estimated that the eventual annual savings which 
could be accomplished, under the President’s “blue- 
print” alone, might total $3 billion. 


Without conceding the absolute sanctity of ex- 
penditures in the “protection” category, the material 
which follows focuses primarily upon the non-pro- 
tection programs, especially those classified as “civil 
benefits.” 


The question is often asked: Are Federal expendi- 
ture reductions feasible, to what extent, and in which 
areas? What emerges from an analysis of recent ex- 
penditure trends is the conclusion that many of the 


Since fiscal 1954 there has actually been a decrease 
of a little more than $1 billion in major national 
security programs — which include the military serv- 
ices, foreign military aid and defense support, atomic 
energy, stockpiling, and aid to defense production. 
For international affairs—including foreign economic 
and technical aid, Export-Import Bank loans, the 
United States Information Agency, and the Depart- 
ment of State—there has been an increase of $676 
million. 


Increases for “protection” have been proportion- 
ately less percentage-wise as well as by amounts, 
than for other activities. The fiscal 1959 total for 
“protection” has shrunk to 61 percent of total ex- 
penditures, from more than 64 percent in the fiscal 
years from 1956 to 1958. 


Recent reports indicate that the Administration 
program for fiscal 1960 may involve an increase of 
from $1 billion to $2 billion in Defense Department 
expenditures over the $40.8 billion estimate for the 
current year. There are also pressures for increased 
spending for foreign military aid and defense support, 
and for atomic energy. Likewise, the Administration 
is understood to be disposed to seek increases in 
foreign economic aid and lending programs. 





PROTECTION EXPENDITURES—FISCAL 1954 TO 1959 





programs added or expanded in recent years are (In Millions) 
clearly susceptible to reduction, through the numerous 
recommendations from official sources, if other than Security International PROTECTION 
political factors are given full weight. 
1954 actual $47,872 $ 765 $48,637 
1955 actual 42,089 719 42,808 
PROTECTION PROGRAMS 1956 actual 41,825 662 42,487 
1957 actual 44,414 832 45,246 
The widely held impression that increased defense ices — pesca gr pose 
spending accounts for the major part of the large Change 1954-1959 —1,027 +676 —351 


expenditure increases in recent years is not valid. 
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PROSPECTS FOR REDUCTIONS 


An easing of world tensions would doubtless make 
possible a substantial decrease from the present level 
of expenditures for “protection,” while granting the 
high cost of equipment for modern warfare. Even 
under existing world conditions the record indicates 
that opportunities for savings do exist. A primary 
target of the second Hoover Commission and its 
supporters was unified procurement and management 
of common use defense supplies, within the Depart- 
ment of Defense, through creation of a civilian-con- 
trolled Defense Supply and Service Administration—a 
proposal proponents contend would lead to substantial 
economies. Other proposals and suggestions made 
include: 


¢ Representative Whitten (D-Miss.) a member of the 
House Armed Services Appropriations Subcommittee, 
recently scored the “faulty practice of using defense 
expenditures for other than defense”—for pump-priming, 
to keep plants going, to spread employment, etc. While 
giving an appearance of local prosperity, Whitten de- 
clared, this practice is actually a drain on the national 
economy, contributes no usable goods, and is “largely 
the cause of the present deficit spending and inflationary 
spiral.” 


¢ Both President Eisenhower and the House Appro- 
priations Committee have urged that economies be ef- 
fected in defense through better utilization of existing 
facilities, and the closing of installations no longer needed. 


e The House Appropriations Committee has also 
complained about the practice of “proficiency flying” 
by the Air Force, much of which, it is said, is “con- 
tinued for the sole purpose of qualifying for continued 
flight pay.” This pay differential was originally established 
as hazardous duty pay, but under present policies is 
continued for officers assigned non-flying jobs; no other 
group rated for hazardous duty assignment has this 
privilege. 


e Despite the fact that military personnel has been 
reduced since the enactment of the Dependent Medical 
Care program, its cost has risen substantially. Com- 
parison of per patient-day costs of the three military 
services and this “Medicare” program reveal striking 
cost differentials, reports the House Appropriations Com- 
mittee. There also is evidence that dependents have 
been permitted medical and hospital care outside service 
facilities, when available facilities were not being used 
to capacity. 


e According to a report of the House Committee on 
Government Operations, the Comptroller General of 
the United States has concluded that military force ob- 
jectives approved (under foreign military aid programs) 
for U.S, support in certain countries are not realistic 
in terms of their manpower and financial capabilities, 
are not always acceptable to those countries, and are 
not always motivated by military considerations. 


CIVIL BENEFITS 


The continuous upward trend in non-defense ex- 
penditures is clearly shown in the foregoing tabula- 
tions. We are now seeing a huge jump in these 
expenditures, with the estimated fiscal 1959 total a 
whopping $4.9 billion above fiscal 1958. The fiscal 
1954 total for this purpose was less than 17 percent 
of total expenditures of that year, as against an 
estimated 27 percent this year. Increases over fiscal 
1954 have occurred in each of the five functional 
groups composing the “civil benefits” category. 


Veterans’ Services and Benefits 


Costs of veterans’ services and benefits have in- 
creased from a total of $4.3 billion in fiscal 1954 
to an estimated $5.2 billion in fiscal 1959. In the 
previous six years the trend had been downward, 
from a high of $7.4 billion in fiscal 1947 when the 
cost of readjustment benefits for World War II vet- 
erans reached their peak. 


EXPENDITURES FOR VETERANS’ SERVICES AND BENEFITS— 
FISCAL 1954 TO 1959 


(In Millions) 





3OUA Sete oo ee ees eS a ee $4,256 
TOSS: 4c a aki eee”. eee 4,457 
SOR ea ee a ei ee eee 4,756 
RG a es a eee 4,793 
IGG eet: oS SOR ss SS eae 5,026 
19GB Bek es CARR ee eee 5,162 
Champs: 1906-1908: . «ohh ease ik ees +906 





The principal increase in recent years has been 
for veterans’ compensation and pensions, which have 
gone up from $2.5 billion in fiscal 1954 to $3.2 billion 
in fiscal 1959. This reflects a gradual rise in the 
number of veterans on the rolls and an increase in 
disability rates enacted in 1957. 


Besides the veterans’ programs financed within the 
budget, there are large insurance programs for vet- 
erans operated from trust funds. Payments and divi- 
dends to be disbursed to veterans and their survivors 
in fiscal 1959, under these programs, are estimated 
at $682 million. 


PROSPECTS FOR REDUCTIONS 


The chief hope of reduction in government costs 
for veterans’ programs appears to lie in approval by 
Congress of recommendations contained in the report 
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of the President’s Commission on Veterans’ Pensions, 
headed by General Omar N. Bradley. This Com- 
mission submitted about 70 specific recommendations, 
some of which are: 


e That veterans’ non-service-connected benefits be 
minimized and gradually eliminated. The ordinary needs 
of veterans should be met wherever possible through 
general welfare programs. (In April 1956 it was esti- 
mated that non-service-connected benefits would total 
$1.3 billion in fiscal 1960, and would exceed benefits 
for the service-connected by 1975.) 

¢ That consideration be given to discharging the Gov- 
ernment’s obligation in “static” cases in the 10- and 
20-percent disability compensation range through ap- 
propriate lump-sum or short-term settlements. (Over 
84,000 veterans comprise this group, representing in 
1956 an annual outlay of $326 million.) 

¢ That government life insurance be issued to service- 
men upon termination of active service only if they 
have a service-connected disability which would prevent 
them from obtaining commercial insurance at standard 
rates. Additionally, premium rates fur government life 
insurance should, wherever possible, include a charge 
to cover administrative costs. 


e That consideration be given to the elimination of 
the costly duplication of disability benefits coverage under 
the military retirement program and the VA disability 
compensation system. 


e That no special loan benefits be made available to 
peacetime ex-servicemen. 


Labor and Welfare 


Expansion in health, welfare, education, and scien- 
tific programs, and unemployment compensation pay- 
ments, accounts for the marked increase in budget 
expenditures under this classification. The increase 
from fiscal 1954 to fiscal 1959 is about 75 percent; 
from fiscal 1950 the increase is more than 100 per- 
cent. 


Grants to the States for public assistance, forming 
the largest single item in this category, increased 
from $1.4 billion in fiscal 1954 to an estimated $2 





EXPENDITURES FOR LABOR AND WELFARE— 
FISCAL 1954 TO 1959 


(In Millions) 
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Change 1954-1959 
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billion in fiscal 1959. An increase over the original 
estimate for this year is attributable to legislation 
broadening the Federal commitments, enacted in the 
closing days of the last Congressional session over the 
protest of the Administration. 


Expenditures in future years also will be affected 
by the new “National Defense Education Act” pro- 
grams, and by the Congressional action in increasing 
grants to the States for hospital construction, and 
for school construction and operation in the so-called 
Federal impact areas. The Administration had pro- 
posed that these latter two programs be curtailed. 


PROSPECTS FOR REDUCTIONS 


The Administration “blueprint” for curtailment of 
Federal spending commitments offered several pro- 
posals which would contribute to a reduction in ex- 
penditures for “labor and welfare.” These proposals, 
along with others mentioned below, include: 


e The Joint Federal-State Action Committee (com- 
posed of a group of Governors and Federal officials) 
has proposed, and the President has advocated, the 
shifting of responsibility for certain vocational education 
programs, and for the construction of waste treatment 
facilities, to the State and local governments (under a 
plan by which certain revenue sources also would be 
made available). 


e Similarly, the Commission on Intergovernmental Re- 
lations recommended that Federal grants-in-aid for vo- 
cational education should be limited to subjects in which 
there is a clear and special national interest, with elimi- 
nation of existing grants not meeting these criteria. 


e The President has proposed that the States assume 
a greater responsibility for public assistance programs. 
Pointing out that there have been five increases in the 
last twelve years in the Federal share of the costs of 
these programs, the Chief Executive noted that the 
Federal share has risen from about 45 percent in 1946 
to an estimated 58.5 percent under the legislation just 
recently approved. Again, the Commission on Inter- 
governmental Relations held that expenditures for old- 
age assistance should decrease, and as the number of 
persons requiring such assistance decreases, any increase 
in the levels of aid should be borne by the States. 


¢ The Administration also has urged that Federal 
grants under the Hill-Burton hospital construction pro- 
gram be limited and confined to specialized facilities, 
in view of progress already made in meeting community 
needs. 


¢ The “blueprint” proposed that grants for the con- 
struction and operation of schools in “Federally im- 
pacted” areas be restricted to instances where Federal 
personnel both live and work on Federal property, with 
gradual elimination of the other phases of these programs. 


¢ The Hoover Commission recommended that free 
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hospital service for American merchant seamen. be 
ended. 


¢ The same Commission also recommended that the 
Public Health Service close, and dispose of, all general 
hospitals and clinics, except as needed for research and 
special services, such as the care of Government em- 
ployees. 


Agriculture 


The $3.8 billion increase since fiscal 1954 in 
agricultural expenditures is the largest of any in the 
“civil benefit” category. The current estimate for fiscal 
1959 is even $1.8 billion higher than was forecast 
in January. 





EXPENDITURES FOR AGRICULTURE—FISCAL 1954 TO 1959 
(In Millions) 
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Of the $6.4 billion total for agriculture expendi- 
tures in the current fiscal year, $4 billion represents 
the net cost of the price-support program, under the 
Commodity Credit Corporation—about three times 
its cost in fiscal 1954. The program is financed by 
borrowing from the Treasury rather than by appro- 
priation, and thus is not subject to annual control 
by Congress. Present crop forecasts indicate continued 
high price-support costs in fiscal 1960. 


Congress in the last session also contributed to 
increased expenditures in two agricultural lending 
programs, by approving $213 million more (plus 
$70 million in contingent funds) for Rural Electrifi- 
cation Administration and Farmers’ Home Adminis- 
tration loans than had been requested. 


PROSPECTS FOR REDUCTIONS 


Congress could take steps toward a gradual re- 
duction in agricultural costs by adopting the Presi- 
dent’s budget recommendations for “certain changes 
in existing legislation that will permit the Secretary of 
Agriculture to establish price supports for basic crops 
consistent with the increased productive capacity of 
our agriculture.” In the Agricultural Act of 1958, 


Congress moved in this direction, but did not go all 
the way. Other pertinent proposals include: 


¢ The “blueprint” recommendation for enactment of 
legislation to encourage participation of private capital in 
the Rural Electrification Administration program, by 
government insurance of loans of banking institutions 
and the sale of REA bonds or debentures in the market. 
Failure of Congress to approve such legislation, and to 
eliminate the “hidden interest” subsidy resulting from 
the statutory requirement of 2 percent interest on present 
REA loans from government funds—less than the cost 
of the money to the Treasury—was responsible for a 
$179 million increase in loan authority in fiscal 1959, 
over amounts budgeted, according to the midyear budget 
review. 


¢ Another of the President’s recommendations sought 
a reduction in the authorization for payments to farmers 
for conservation practices, from $250 million to $125 
million for the 1959 crop year. 


e In this same connection, the Commission on Inter- 
governmental Relations proposed that Congress act to 
shift the soil conservation program from a strictly Federal 
to a Federal-state program, with the states contributing 
matching funds, and with Federal conservation employees 
being shifted to State payrolls, where this arrangement 
could be made. 


¢ The Commission on Intergovernmental Relations 
also recommended that cash grants under the Federal 
school lunch program be reduced and eliminated over 
a period of time, with assumption by the States, localities, 
and parents of full responsibility for the required financ- 
ing. Federal commodity donations would continue as 
long as surpluses exist. 


e Representative Whitten (D-Miss.), Chairman of the 
House Agriculture Appropriations subcommittee, re- 
cently noted that U.S. farm practices on fattening hogs 
was resulting in an overproduction of fat and lard, for 
which there is a decreasing need, and “only the Federal 
subsidy is keeping our system of hog production and 
marketing alive.” 


Natural Resources 


Acceleration of public works to “combat the re- 
cession” is reflected in the increase in expenditures 


EXPENDITURES FOR NATURAL RESOURCES— 
FISCAL 1954 TO 1959 


(In Millions) 
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in this classification. The latest estimate of expendi- 
tures for fiscal 1959 is an increase of $376 million 
over fiscal 1954. 


_A little more than $1 billion of the fiscal 1959 
total is for the Army Corps of Engineers and the 
Bureau of Reclamation, Department of the Interior, 
for navigation, flood control, irrigation, and power 
development projects. 


The futility of accelerated public works programs 
as an “anti-recession” measure may be emphasized by 
this year’s experience, for by the time new or expanded 
projects are well under way, it has been pointed out, 
they may contribute to the dangers of inflation, rather 
than to combating deflation. 


Appropriations for the Army Engineers and Rec- 
lamation Bureau this year included a relatively small 


amount of $39 million to start 65 new projects not | 


recommended by the Administration. The estimated 
total eventual cost of these new projects, however, 
is about $750 million—leading the President to com- 
ment that the inclusion of these unbudgeted projects 
was “but another instance of irresponsibility in the 
expenditure of future funds.” j 


PROSPECTS FOR REDUCTIONS 


Expenditures in the “natural resources” category 
could be held down in future years, and perhaps even 
currently reduced, through adoption of the “partner- 
ship” approach pressed by the Administration, which 
seeks greater participation by state and local govern- 
ments, and private capital, in water resource develop- 
ments. According to the President: “Such participation 
multiplies the effectiveness of Federal government ex- 
penditures in these programs. In particular, there 
should be a uniform and consistent basis of local 
sharing of the costs on all projects involving flood 
control which produce identifiable benefits to local 


people.” 


* The Commission on Intergovernmental Relations 
urged that capital costs of multipurpose water projects 
be equitably divided between the Federal and State gov- 
ernments, in the light of benefits received, and ability 
to pay, etc. 


¢ Similarly, the Hoover Commission recommended 
that private capital be afforded the opportunity to partici- 
pate in the power components of multiple purpose dams, 
and dispose of the power through their own systems; 
but with management of the dams remaining in the 
Federal government. Further, the Commission held that 
if such capital is not available, the power should be 
offered for sale to private utilities, municipalities, or 
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cooperatives, prior to construction, on terms which will 
protect the Federal interest. 

e The Hoover Commission also proposed that no 
further building of power transmission lines should be 
undertaken by the Federal government, where such 
transmission services can be provided by non-Federal 
agencies. 

e The Administration has advocated legislation au- 
thorizing the Tennessee Valley Authority to issue revenue 
bonds to finance expansion of power producing facilities, 
outside the budget—but with the provisions for strict 
budgetary control. (A measure providing such authority 
passed the Senate during this last Congress, and was 
reported by a House Committee, but without the desired 
budgetary control features. ) 


e¢ A recommendation of the first Hoover Commission 
called for the creation of a “Board of Impartial Analysis 
for Engineering and Architectural Projects” to review 
and report to the President and Congress on the public 
and economic value of proposed projects, as well as for 
the periodical review of authorized projects, to advise 
as to their progress or discontinuance, 


Commerce and Housing 


Estimated expenditures for “commerce and hous- 
ing” for fiscal 1959 are $1.8 billion above fiscal 1958. 


The fiscal 1954 total shown was abnormally low, 
due to an excess of receipts over expenditures in 
revolving funds in connection with wartime public 
housing, secondary mortgage operations of the Fed- 
eral National Mortgage Association, and liquidation 
of the Reconstruction Finance Corporation. Total 
expenditures for “commerce and housing” in the four 
fiscal years preceding 1954 ranged from $2 billion 
to $2.6 billion. 


Expenditure increases for these programs would 
have been even greater except for the defeat in the 
House of the big general housing bill and the com- 
munity facilities measure, and the President’s veto of 
measures extending the Federal aid to airports pro- 
gram, and authorizing aid to the so-called “distressed 


EXPENDITURES FOR COMMERCE AND HOUSING— 
FISCAL 1954 TO 1959 


(In Millions) 
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areas.” These four measures would have provided new 
spending authority totaling at least $3.7 billion, and 
actual fiscal 1959 expenditures might have been $1 
billion or more higher. 


PROSPECTS FOR REDUCTIONS 


Sharp curtailment of expenditures for “commerce 
and housing” could result from adoption of recom- 
mendations contained in the Administration “blue- 
print for future economies,” and of certain recom- 
mendations from other sources. 


¢ The budget message, holding that private industry 
and State and local governments have the basic responsi- 
bility for providing decent housing and environments 
for American families, urged that we “avoid unnecessary 
reliance on direct Federal financing” which not only 
“burdens the taxpayer but, more important, by dis- 
couraging private financing, limits the total amount of 
housing activity.” 


¢ Restrictions applying to the urban renewal pro- 
gram, “Fannie Mae” mortgage purchases, and college 
housing loans were proposed in the budget message “to 
increase the effectiveness of Federal aids.” With respect 
to urban renewal, it was proposed that “states and local 
communities should assume a share of the administrative 
responsibilities and financial costs more nearly com- 
mensurate with the benefits which their citizens receive.” 
More realistic mortgage purchase prices, with a yiew to 
restoring the incentive for private financing of urban 
renewal projects, were also proposed. It was proposed 
that college housing loans be limited to essential dormi- 
tories, faculty housing, etc. 


e The Hoover Commission recommended that the 
program of college housing loans be terminated; also 
that the program of urban planning and reserve of 
planned public works in the Housing and Home Finance 
Agency be terminated. 


¢ The Administration has proposed that private financ- 
ing be encouraged for housing by (1) replacing the 
subsidized interest rates required under existing law with 
rates in no event less than the government’s costs, (2) 
authorizing Federal guaranties of college housing obli- 
gations not having a Federal tax exemption, and (3) pro- 
hibiting direct loans where private funds are available 
on reasonable terms. 


¢ The Commission on Intergovernmental Relations 
suggested that State governments assume considerably 
increased responsibility for meeting housing needs which 
are beyond the combined resources of private initiative 
and local governments, 


¢ The Administration proposed the elimination of 
Federal grants for airport construction. 


¢ The President’s proposals contemplated review of 
the merchant marine programs, “with the aim of re- 
ducing future government subsidies to the minimum 
amount consistent with the national interest.” 


e Also proposed were increases in the charges to 
users or beneficiaries of many governmental services. 


General Government and Interest 


Expenditures for “general government,” under 
which are grouped central administrative costs not 
classified among other major activities, have increased 
by $428 million since fiscal 1954. 


The estimate of interest payments in fiscal 1959 
is $1.1 billion above the fiscal 1954 total, but $117 
million less than in fiscal 1958. 





EXPENDITURES FOR GENERAL GOVERNMENT AND INTEREST— 
FISCAL 1954 TO 1959 





(In Millions) 
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A reduction of expenditures in this area in fiscal 
1960 should be possible, with an improvement in 
economic conditions and the resultant saving in cer- 
tain unemployment compensation programs in this 
classification, and the completion of some current 
building projects. 


In the “interest” item, the borrowings in the current 
year to finance the expected $12.2 billion deficit point 
to larger interest payments in fiscal 1960 and subse- 
quent years. As pointed out in the budget message 
of last January, “the only sound long-run method 
of reducing this cost is to balance the budget, eco- 
nomic conditions permitting, and apply the surplus 
revenue to reducing the debt.” 


Trust Funds 


Operations of government trust funds are becom- 
ing of increasing concern, although technically outside 
the budget. Total trust fund expenditures of $18.1 
billion in fiscal 1959 are now estimated to exceed 
receipts by $763 million. Those funds showing a 
deficit are the Old-age and Survivors’ Insurance, 
Highway, and Unemployment Trust Funds. 


These deficits do not mean that the amounts are 
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BUDGET EXPENDITURES SHOWING FUNCTIONAL AND PURPOSE GROUPINGS—FISCAL 1954 TO 1959 
(In Millions) 






































1954 1955 1956 1957 1958 1959 Change 1954 
actual actual actual actual actual est. to 1959 
Major national security (military 

services, foreign military aid 

and defense support, atom:c 

energy, stockpiling, defense 

ppaeeueny ....... «2... . S77 872 $42,089 $41,825 $44,414 $44,957 $46,845 $— 1,027 
International affairs (economic 

and technical aid, Export-im- 

port Bank, U.S. Information 

Agency, Department of State) 765 719 662 832 1,349 1,441 +676 
PROTECTION (grouping by pur- 

OD ee ees ee ee 42,808 42,487 45,246 46,306 48,286 —351 
Veterans’ services and benefits 4,256 4,457 4,756 4,793 5,026 5,162 +906 
Labor and welfare ......... 2,485 2,552 2,776 2,966 3,381 4,345 + 1,860 
Agriculture ..... Be css, 2,557 4,411 4,913 4,582 4,475 6,392 + 3,835 
Natural resources ..... eee 1,315 1,202 1,104 1,296 1,543 1,691 +376 
Commerce and housing ..... 814 1,502 2,028 1,453 Bykae 3,878 + 3,064 
CHIL. BENEPIIG ...<.e0.0-. 11,426 14,123 15,578 15,090 16,540 21,467 +10,041 
GENERAL GOVERNMENT .... 1,239 1,201 1,629 1,789 1,356 1,667 +428 
WRC oe cl 6,470 6,438 6,846 7,308 7,695 7,578 +1,108 
Allowance for contingencies . . ; 225 +225 
Total in non-protection groups 19,135 21,762 24,053 24,187 25,591 30,937 +11,802 
Total budget expenditures .... 67,772 64,570 66,540 69,433 71,897 79,223 +11,451 


made up from the regular budget, so long as a fund 
has a balance invested in Treasury securities. The 
OASI and UC Funds have large balances; and the 
Highway Trust Fund has a balance sufficient for 
fiscal 1959, but may require $1 billion from the 
budget in fiscal 1960 and fiscal 1961. 


The status of the trust funds is of particular con- 
cern in connection with the Treasury financing of 
the public debt. Formerly, the Treasury could count 
on an annual investment of from $2 billion to $3 
billion, by trust funds, in its securities. Under the 
present situation, the withdrawal of invested balances 
by trust funds requires the liquidation of specia! 
Treasury securities forming a part of the public debt 
and new borrowing from the public to replace them. 


* 








CONCLUSION 


Admittedly, there may be formidable obstacles to 
adoption of the various proposals which could con- 
tribute to a substantial reduction in Federal expendi- 
tures, and, in turn, to a lightening of the burden of 
taxation. Nevertheless, a balanced budget is not im- 
possible of achievement. 


The economic upturn should improve revenue 
prospects. As to the possibilities of spending reduc- 
tions, the above analysis would seem to suggest that 
inflated expenditures in the non-defense areas, chiefly 
in. the “civil benefits” category, are the most vulner- 
able in the present Federal budget. With the rapid 
economic recovery under way, analysis suggests many 
of these expenditures deserve challenging review. 
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